great biological developments of the nineteenth century had their dark side in the use of science to justify racism, and this example is far from the only one in Marshall.)
But a candid reading of Marshall makes his admiration hard to understand. Marshall's theory is at the bottom no different from Jevons's or Walras's, though of course enriched in many ways and given more concrete development. Demand and its determination through utility play a central role, totally absent from Ricardo. There is of course emphasis on the cost of production as a determinant of value, but Jevons understood its role equally well, and Walras was as clear as could be desired on the symmetry between cost and utility. The most distinctive aspects of Marshall's doctrines, the notion of external economies to reconcile perfect competition with increasing returns and the development of the role of time in equilibrium ("long-run" versus "short-run") are precisely those most remote from Ricardian thought.
Most of
Marshall's Appendix I consists of showing that Ricardo was "feeling his way" towards modern and "correct" ideas, such as the distinction between marginal and total utility. What is common to all varieties of neo-Ricardian thought is a generally antagonistic attitude to capitalism and a tendency to interpret the history of economic thought and in particular the emergence of neoclassical thought as an attempt to divert attention from Marxist critiques and from the allegedly subversive character of Ricardian thought. The neoclassicists, it is alleged, are the more or less conscious apologists for capitalism. Ricardo's doctrines are taken to have two implications which later economists, both his immediate successors and the later marginalists, were concerned to deny: that labor is the source of all value and that profits have to be thought of as a deduction from output and therefore from labor's share.
It is also sometimes pointed out that Ricardo's doctrine of rent and in particular of the tendency of population to rise to the agricultural carrying capacity is pessimistic about the prospects of workers under capitalism. It is argued that, as soon as workers become politically significant, it is necessary to show them that capitalism does not imply their permanent misery.
However, the scarcity of land is pessimistic with regard to any social system, not merely capitalism; indeed, Malthus introduced his principle of population precisely to argue that social reform of any kind cannot produce continuous But these chapters are preceded by a chapter on value and followed by many chapters on the workings of markets, on foreign trade, on the incidence of various kinds of taxes, and on other matters only vaguely associated with the distribution of the produce of the earth (national income) among the different classes of society. Indeed, if Ricardo were to announce a determination to study the allocation of resources in the modern sense but with the knowledge available to him, it would be hard to know how the topics treated would be very much different. For example, labor is needed for production, but the quantity of labor depends on the existence of output (agricultural and other) to provide the standard of living desired by workers. This is governed by the willingness of capitalists to save and thereby provide circulating capital and by the availability of land to produce the food component of the standard of living. The supply of land is not given, but expanding it requires using lower qualities. At each stage, there is a complex interlocking set of resource requirements to meet demands which in turn affect supplies.
The main thrust of Ricardo's system is a bold attempt to determine values independent of dem,-nd considerations. I do not mean that Ricardo thought of the alternative of a role for demand in determining values and rejected it.
Rather he did not really conceive of this alternative. Clearly he lacked that very elementary tool, the demand schedule. Neither he nor any of his contemporaries had the explicit relation of demand to price, though not many years were to pass before Cournot and J.S. Mill were to develop it independently. But I do not think, as some neo-Ricardians seem to, that there was in any sense an intended repudiation of the demand schedule. Indeed, some of Ricardo's analysis can only be made sensible on the basis of such a concept.
Thus, if there is more capital in an industry than is needed to meet the demand, it is asserted that the market price will fall, so that the capital will be earning less than the normal rate of return and therefore will exit.
Evidently, the price falls so that demand will rise to use the excess capacity.
Without the language of demand schedules (and supply schedules for factors), there is really no way of opposing a theory that demand influences prices to a theory where prices are determined purely by technology. But
Ricardo works hard at stating the assumptions needed to achieve a purely supply-based pricing theory. Normal wages are exogenous in that they represent conventional demands for subsistence. They are not physiological, and they do include manufactured goods as well as food; but they are enforced by the willingness of laborers to reproduce themselves. Manufacturing operates at constant returns to scale. As we now understand the matter, it is important to assume the absence of joint products. Rent is handled along well-known lines. Capital by and large, though there are some exceptions, is circulating capital, an advance of the wage-goods during the period of production. If, then, the period of production is the same in all industries, manufactured goods exchange in proportion to the labor embodied (directly or indirectly), and they also exchange on the same basis with agricultural product on the marginal land. The analysis of agricultural product is indeed in accordance with modern marginalist principles, except for the fixed proportions between capital and labor.
But the slightest variation in this sketch destroys the simplicity of the system, in particular, the determination of normal prices within a system which excludes demand. I do not intend to engage in the process of scoring Second, the period of production does differ from one industry to another, as Ricardo emphasizes at considerable length. He does try to minimize the practical extent to which relative prices would be affected, but he does not deny the theoretical impact. Logically, for a given willingness to save, however defined, the rate of profit will depend on the relation between the demands for goods with long and short periods of production (I am clumsily trying to avoid the controversial term, "capital-intensity"). What Ricardo did contribute was, for good or bad and probably some of both, the style of economi, inalvsis that has dominated the science, abstract reasoning, proceeding from a few .--A principles that commend themselves to the reader as reasonable to a multitude of conclusions checked at points against everyday observation. Today, indeed, we have added more systematic use of data and sophisticated empirical analysis to casual observation. The avoidance of inconsistent and ad hoc reasoning is made into a major virtue.
It was Ricardo more than anyone else who created the flavor of economic theory and analysis, as much in the neo-Ricardians as in the neoclassicists.
